Abstract: Corporate social responsibility (CSR) is a pertinent strategy to enhance consumer perception of product quality and a company's reputation. A growing body of literature has investigated whether corporate charitable contributions play a similar role to that of corporate social responsibility. Controversy still remains over the cause and effect of corporate charitable contributions. This study's objective was to examine whether auditors apply more effort when reviewing firms with a higher level of corporate charitable contributions. For example, if auditors perceive corporate charitable contributions as the opportunistic behavior of managers, then the auditors thoroughly review and prepare financial statements. However, if auditors assess corporate charitable contributions as one of a firm's ethical responsibilities, then they are not likely to put in more effort when reviewing such firms. This paper aims to examine how capital market participants assess a firm's charitable contributions. Using an extensive set of data for Korea from 2008 to 2015, we conducted a battery of robustness analyses to address various endogeneity issues using the abnormal audit hour model, propensity score matching method, and 2SLS regression. We found that corporate charitable contributions were positively associated with audit hours. It indicated that auditors applied more effort when they reviewed firms with corporate charitable contributions. The results suggest that auditors in Korea do not perceive corporate charitable contributions as a CSR activity but rather as an indication of the opportunistic behavior of managers.
Introduction
Corporate social responsibility (CSR) is a pertinent strategy to enhance consumer perception of product quality and a company's reputation [1] and to lower the cost of capital [2, 3] . Among various dimensions of CSR, researchers have recently focused on corporate charitable contributions as a direct measure of CSR [4, 5] . A growing body of literature has investigated why firms engage in charitable contributions and how this affects the firms' future financial performance.
In this study, we examined whether corporate charitable contributions influenced auditors' perceptions of firm risk. If corporate charitable contributions are attributed to the opportunistic behavior of managers, then auditors concentrate more time on thoroughly reviewing and preparing financial statements. However, if they assess corporate charitable contributions as one of a firm's ethical responsibilities, then they are not likely to put in more effort when reviewing such firms. Despite the growing importance of corporate charitable contributions, there are few studies examining how capital market participants assess firms' charitable contributions. This study aims to fill the void by examining auditors' responses to firms' charitable contribution choices using audit hours.
Firms make corporate charitable contributions due to their slack resources [6] , firm size [7] , ownership structure [8] , managers' altruism [9] , reputational capital view [4] , and business awards [5] . There are various competing arguments related to the impact of corporations' decisions regarding charitable contribution. Altruistic theory insists that corporate giving will enhance a firm's information environment and reputation, therefore reducing firm risk. On the other hand, agency theory argues that managers opportunistically abuse philanthropy to maximize their own wealth, which could increase a firm's level of risk and deteriorate its future performance. In a similar vein, legitimacy theory also insists that managers will make charitable contributions intentionally to offset bad news. For instance, the Chairman of Hyundai Motors, the second largest company on the Korean stock market, announced an aggressive donation plan after the Chairman faced a guilty verdict. Following this logic, charitable contributions are highly connected to agency theory or legitimacy theory and induce auditors to exert more effort or audit planning to lower the audit risk to an acceptable level.
There is also some skepticism about CSR reporting in the popular press [10] because firms engage in CSR activities to cover their opportunistic behavior [11, 12] . On this issue, the neo-classical economist Milton Friedman suggests that CSR does not align with the managers' primary objective of maximizing shareholder value. Some researchers suggest that firms should not incorporate CSR into their strategic decisions, because CSR does not affect shareholder value, and at worst, it destroys such value [13, 14] . They argue that managers, as agents appointed by shareholders to manage the firm, work toward their personal social agendas rather than shareholders' interests [15, 16] . This tendency is more pronounced in developing countries because most CSR activities are driven by an owner-manager's decision following the manager's agency theory.
We extend the scope of prior studies by focusing on Korean firms. There is no comprehensive firm/year audit hours data available for the U.S. or U.K. However, since the Korean government requires firms to disclose individual firm/year audit hours to the public, we were able to acquire vast amounts of audit hour data as a proxy for auditors' audit effort. Therefore, Korea is a good research setting for examining the association between corporate charitable contributions and an auditor's perception of corporate charitable contributions (audit hours). Additionally, Korean firms report their charitable contributions in their audited financial statements [5] . Thus, we also had access to high-quality corporate giving data, which enabled us to obtain a large sample of donation expenses in Korea.
Using an extensive set of data for Korea from 2008 to 2015, we obtained several interesting results. First, we found that a higher level of corporate charitable contributions is positively related to more audit hours, suggesting that engaged auditors perceive firms with more corporate charitable contributions as being exposed to higher risks. We conducted a battery of robustness analyses to address various endogeneity issues using the abnormal audit hour model, propensity score matching method, and 2SLS regression. Our main results remain qualitatively unchanged. Therefore, our findings suggest that corporate charitable contributions in Korea are more likely to be driven by the opportunistic behavior of managers. This paper makes several contributions to the literature. First, few studies investigate the relation between corporate charitable contributions and audit hours due to the lack of audit hour data in the U.S. However, we were able to obtain vast amounts of audit hour data as a proxy for auditors' audit effort and high-quality corporate giving data, therefore this study may be the first attempt to examine the direct association between corporate charitable contribution and audit effort using qualified audit hour data in Korea. Second, Korean corporate charitable contributions differ from those in other countries. Unlike other developed countries, such as the U.S. and the U.K., Korea has a different perception of corporate charitable contributions. Even though Korean firms have increasingly paid attention to CSR, especially with a high level of corporate philanthropy, Korean firms are criticized for engaging in corporate philanthropy to restore their reputation that has been damaged or to secure favor under government policy. Moreover, the mainstream literature about CSR reports on the context of developed countries, such as the U.S. or U.K., leaving the empirical question of whether such results apply to other countries. More specifically, the economic consequences of CSR may vary according to a country's information environment and legal origin [17] , so it is important to investigate CSR's role and economic consequences in emerging countries such as Korea. In this study, we aim to extend the scope of the prior literature by examining charitable contributions and their economic consequences in emerging countries. Third, our study has some practical implications for auditors. When auditors are engaged to firms with high corporate charitable contributions, they carefully check their audit firms to reduce the audit risk to their acceptable level. Notwithstanding the results, our findings on corporate charitable contributions in Korea may be useful to other countries, which have political, economic, legal, and ethical institutions that differ from developed countries.
The remainder of our paper proceeds as follows. Section 2 briefly reviews prior studies and develops the hypotheses. Section 3 describes our research method and sample. Section 4 presents our empirical findings. Finally, Section 5 presents our conclusions.
Prior Literature and Hypotheses Development

Prior Literature
CSR is a corporation's commitment to act ethically. It encompasses various attributes of corporate activities, such as environmental efforts, ethical labor practices, and philanthropy. CSR aims to improve society overall by enhancing the quality of life for both employers and society itself. Proponents assert that CSR enhances shareholder wealth, information transparency, and easier access to the capital market [18] [19] [20] . Accordingly, it reduces information asymmetry between firms and investors, thereby mitigating firm risk [21] . However, some argue that CSR initiatives could be a waste of firms' resources. For example, Friedman (1970) [13] argues that CSR is one of the agency problems where managers misallocate firms' resources or shareholder wealth to pursue their social mission. Salomon (2006, 2012) [22, 23] find that CSR activities may not benefit firms in the short term, or even in the long term.
Corporate charitable contributions have been identified as an attribute of CSR activities. There are three views about corporate charitable contributions in the literature [24] . According to altruistic motivation, corporate philanthropic behavior is attributable to a firm's ethical responsibilities [9, [24] [25] [26] . Campbell and Slack (2007) [27] assert that firms choose charitable giving to achieve the dual objective of charitable benevolence and corporate value creation.
On the other hand, agency theory suggests that managers use charitable giving opportunistically to maximize their own benefits [28, 29] . For example, managers can enhance their personal reputation and social networks by supporting their own charity preferences with corporate giving. Masulis and Reza (2015) [28] report that 62% of firms give contributions to CEO-affiliated charities.
Lastly, legitimacy theory suggests that managers use corporate charitable contributions as a means of legitimization. To mitigate or hide poor performance, firms choose charitable contributions intentionally. Specifically, firms can make charitable contributions to build political capital in order to avoid unwanted political interference or unfavorable government regulations [30] . Ashford and Gibbs (1990) [31] and Dowling and Pfeffer (1975) [32] find that firms undertake charitable giving to project a positive image of social performance in order to offset or mitigate poor performance. In addition, Chen et al. (2008) [33] find that worse performers are more likely to make charitable contributions. In summary, corporate philanthropy may be more a tool of legitimization than a measure of corporate social responsibility.
Hypotheses Development
As we discuss above, corporate charitable contributions have been an integral part of CSR. However, it is unclear why firms engage in charitable contributions and how this will affect the firms' future financial performance. Under altruistic theory, corporate charitable contributions are undertaken to improve a company's financial performance. Lev et al. (2010) [34] find that an increase in corporate charitable contributions is associated with subsequent revenue growth. To the extent that engagement in corporate charitable contributions is positively associated with a firm's financial performance, corporate charitable contributions reduce firm risk. On the other hand, agency theory and legitimacy theory insist that managers intentionally choose charitable contributions for their own sake or to offset poor social performance. In this case, charitable contributions represent a negative signal and increase firm risk.
To summarize, corporate charitable contributions could be both a good signal and bad signal to capital market participants. In such cases, it is unclear how sophisticated market participants such as auditors perceive or respond to corporate charitable contributions. Because auditors are responsible for providing credible accounting information to the capital markets, they devote their efforts to reduce firm/audit risk [35, 36] . If charitable contributions indicate a positive CSR, then auditors perceive those firms as having a lower risk. Then, there is no reason for auditors to exert more effort when they cover firms with higher corporate charitable contributions. However, if charitable contributions are related to agency theory and legitimacy theory, then auditors regard those firms as having a higher risk. Therefore, they are more likely to spend more time auditing those firms in order to increase audit quality [37] .
The Korean government strengthened auditors' legal liability to protect minority shareholders after passing the new Securities Law in 2000. Thus, auditors may perceive a higher threat of reputational damage and litigation costs from the extent of corporate charitable contributions according to agency theory and legitimacy theory. Under these circumstances, auditors evaluate corporate charitable contributions as increasing audit risk. Thus, auditors put more time and effort into mitigating audit risk stemming from corporate charitable contributions.
Audit hours are more factual than audit fees to accurately capture auditors' efforts because non-audit services, auditor independence, or audit fee agreements at the initial audit engagement can affect audit fees [38, 39] . Therefore, we posit that ambiguity and uncertainty concerning corporate charitable contributions will induce auditors to put in more effort, such as by increasing their audit hours. Based on this discussion, the hypothesis is as follows: Hypothesis 1. Corporate charitable contributions are associated with audit hours.
Research Methodology
Model Specification
We estimated the following regression model to analyze whether auditors exert more effort when they audit firms with higher charitable contributions. In Equation (1), our main variables of interest are DOV and DOVRED. When auditors perceive corporate charitable contributions as the opportunistic behavior of managers, they spend more hours to review those firms. Then, we will observe positive coefficient estimates for DOV and DOVRED. We also controlled various proxies known to affect the auditor's audit efforts. The most influential factor determining audit effort is firm size, one of the important and fundamental firm characteristics. We therefore controlled the firm size, measuring it as a natural logarithm of total assets following prior literature [5, 7, [15] [16] [17] 20, [37] [38] [39] [40] [41] . We used control variables similar to those used in prior studies. Detailed variable definitions can be seen in Appendix A. We included year dummy variables to control for differences in audit hours year-by-year. Because we used a firm-level clustering regression in the study, it was not necessary to control industry dummies. Moreover, we obtained similar results when we added industry dummies.
Sample
We based our empirical analysis on listed firms in Korea from 2008 to 2015. We extracted accounting and audit hour data from the TS2000 database. As at December of each year, we selected companies that satisfied the following criteria: (1) the company had financial statement data, which we required to compute the main variables, available from TS2000; (2) all proxies were available; and (3) the company was a non-financial firm. Our final sample included 10,953 firm-year observations.
Empirical Results
Descriptive Statistics
Panel A of Table 1 shows the annual distribution of the sample. Although there are some deviations in the number of samples per year, the annual distribution is balanced overall. Panel B of Table 1 provides descriptive statistics for the variables. The mean log of audit hours (LAH) is 6.785 and the mean value of abnormal audit hours is zero. The average logarithm number of donation expenses (DOV) is 10.668, and the median value is 10.461. About 22.3% of the sample firms report losses and the average leverage ratio is 0.408. The mean value of FIRST is 0.326, indicating that approximately 33% of the sample firms have first-year engaged audit firms. The descriptive statistics of other control variables are similar to prior audit hour studies in Korea [40] . Table 2 shows the correlation matrix. The logarithm value of donation expenses (DOV) is positively correlated with the log of audit hours (LAH) significantly (0.482, 5% significance level). The residual value of donation expenses (DOVRED) is also significantly correlated with the log of audit hours, but at a lower magnitude (0.024, 5% significance), suggesting that the association between donation expenses and audit hours in the univariate analysis supports our first hypothesis that corporate charitable contributions are positively associated with audit hours. From the correlation analysis, we found that firms with higher corporate charitable contributions increased auditors' audit effort. The correlation analysis does not capture the real effects of the association between the residual value of donation expenses and audit hours. We therefore performed multivariate regression analyses to examine the overall association between the residual value of donation expenses and audit hours with control variables, as presented in the next section. Table 1 for the explanation of the variables. The bold number indicates the significance level at 5% or better (two-tailed). Table 3 shows the multivariate regression results for corporate charitable contributions and audit hours. In the first column of Table 3 , corporate charitable contributions are significantly positively associated with audit hours, and the coefficient of DOVRED is 9.284 (1% significance) in the pooled sample. The result suggests that engaged auditors exert more effort when their clients have a high level of donation expense. It indicates that auditors perceive a firm's discretionary donation expenses as an audit risk. Our findings are robust when we apply year-fixed effects and adjust standard errors for firm-level clustering to correct for serial correlation within a firm (column 2). In column 3, we use the actual value of donation expense (DOV) instead of the residual value of donation expense (DOVRED). We found that corporate charitable contributions had a significantly positive coefficient with audit hours. In summary, these empirical results support our hypothesis that a higher level of charitable contributions is associated with higher auditor input levels in Korea. That is, auditors spend more audit hours related to charitable contributions, which is closely related to the opportunistic behavior of managers in Korea. Tables 1 and 2 for the definitions of the variables. t-statistics, reported in parentheses, are adjusted for firm-level clustering to correct for serial correlation within a cluster (a firm). ***, **, and * indicate significance at the 1%, 5%, and 10% levels or better, respectively. The regression equations are as follows.
Univariate Analyses
Multivariate Analyses
Robustness Tests
For robustness, we first used alternative measures for audit efforts, abnormal audit hours, to reduce potential endogeneity [41] . We calculated abnormal audit hours as follows. In the first stage, we estimated a normal level of audit hours using a conventional model of audit hours, and then obtained abnormal audit hours by taking the difference between the actual and normal audit hours. Therefore, a higher level of abnormal audit hours (ABLAH) indicates the additional effort level of engaged auditors beyond the normal level. We thus used this ABLAH as our supplementary measure of audit effort. Table 4 presents the robustness results using abnormal audit hours (ABLAH) as a proxy for audit effort, and our previous findings remain unchanged. Tables 1 and 2 for the definitions of the variables. t-statistics, reported in parenthesis, are adjusted for firm-level clustering to correct for serial correlation within a cluster (a firm). ***, **, and * indicate significance at the 1%, 5%, and 10% levels or better, respectively.
Furthermore, we constructed a matched sample based on the propensity score matching methodology using a Big 4 auditor selection model. There is a debate about endogeneity issues related to the difference between Big 4 and Non-Big 4 auditors. Researchers argue that the difference stems from inherent factors such as client firm characteristics, which therefore leads to biased results [42] . To address this concern, we constructed an alternative sample using the propensity score matching methodology instead of using the whole sample, then we re-examined the analyses. Following Lawrence et al. (2011) [42] , we constructed a matched sample using the same variables in the main regression with sample firms based on one-to-one matching with non-replacement and a 0.03 caliper level. We report the results in Table 4 , which are similarly unchanged.
Our empirical findings are robust using an OLS regression and propensity score matching methodology. However, it is possible that higher audit hours lead firms to increase their corporate charitable contributions. This concern stems from the fact that firms with high audit hours tend to be larger, thus resulting in higher corporate charitable contributions. Li (2016) [43] suggests that Generalized Method of Moments (GMM) has the greatest correction effect on the coefficient, followed by instrumental variables, fixed effects models, lagged variable, and control variables. We therefore needed further analysis to alleviate this reverse causality problem, which required a two-stage least-squares regression to reduce this endogeneity problem. To conduct the 2SLS regression, we had to determine the instrument variable correlated with our independent variable, corporate charitable contributions. To control this endogeneity problem, we used a consumer awareness variable, advertising intensity, presented by Servaes and Tamayo (2013) [44] . They suggest that advertising intensity may affect consumers' perception of a firm's CSR activity. Higher advertising intensity increases corporate charitable contributions, which suggests that the reputational capital effect is more effective when consumers' recognition of CSR activity is high. Following Servaes and Tamayo (2013) [44] , we used advertising intensity as an instrument variable for the first-stage regression model, and then calculated the fitted value of corporate charitable contributions (Predicted DOV). As we expected, column 1 of Table 5 shows that advertising intensity (ADINT) is positively associated with corporate charitable contributions at a 1% level of significance. In the second stage, we re-regressed the fitted value of corporate charitable contributions with audit hours. The results of the 2SLS regression suggest that even the fitted value of corporate charitable contributions is positively associated with audit hours. Tables 1 and 2 for the definitions of the variables. t-statistics, reported in parentheses, are adjusted for firm-level clustering to correct for serial correlation within a cluster (a firm). ***, **, and * indicate significance at the 1%, 5%, and 10% levels or better, respectively.
Based on the robustness test, we conclude that corporate charitable contributions raise the level of audit effort in Korea. Auditors perceive corporate charitable contributions as an audit risk factor, for which they spend more audit hours.
Conclusions
This study examines the relation between firms' corporate charitable contributions and audit efforts using Korean data. We found that a higher level of corporate charitable contributions was significantly associated with higher levels of audit hours, suggesting that engaged auditors spend more time auditing firms with higher corporate charitable contributions. As auditors are responsible for providing credible accounting information to the capital markets, they devote more effort when they audit firms with higher corporate charitable contributions in order to increase audit quality. Our result supports agency theory and legitimacy theory regarding corporate charitable contributions. Nonetheless, there may be possible omitted variables related to corporate charitable contributions that bias our empirical result, in addition to some possible factors that could influence the firms' audit hours. We therefore tried to minimize the problem of omitted variables by following prior literature. To tackle and reduce this concern, and to show that our association was valid, we conducted a battery of robustness tests, including abnormal audit hours, propensity score matching, and 2SLS regression. Our findings indicate that auditors put in more effort to reduce their clients' audit risks. Above all, our findings suggest that a firm's social sustainable activity, specifically corporate charitable contributions made by the firm, is not driven by motives related to CSR activities in Korea, but is rather related to the opportunistic behavior of managers. Therefore, the auditor's prerequisite is to stimulate the sustainability and positive effect of corporate charitable contributions. This paper makes several contributions to the literature. First, few studies investigate the relationship between corporate charitable contributions and audit hours due to the lack of audit hour data in the U.S. Therefore, this study may be the first attempt to examine the direct association between corporate charitable contribution and audit effort using qualified audit hour data in Korea. Second, the mainstream literature about CSR reports on the context of developed countries, such as the U.S. or U.K., leaving the empirical question of whether such results apply to other countries. More specifically, the economic consequences of CSR may vary according to a country's information environment and legal origin, so it is important to investigate CSR's role and economic consequences in emerging countries such as Korea. Third, our study has some practical implications for auditors. When auditors are engaged to firms with high corporate charitable contributions, they carefully check their audit firms to reduce the audit risk to their acceptable level. Notwithstanding the results, our findings on corporate charitable contributions in Korea may be useful to other countries, which have political, economic, legal, and ethical institutions that differ from developed countries.
Furthermore, several interesting questions remain. First, it would be interesting to explore the role of corporate governance in the perception of corporate charitable contributions. For example, market competition [45] , CEO tournament [46] , compensation incentives [47] , and analysts' following [48] could play a corporate governance role in charitable contributions. In the case of firms adopting those various governance mechanisms, we could examine whether corporate governance mitigates the negative perception of corporate charitable contributions. In addition, internal or external governance mechanisms may mitigate or exacerbate the association between corporate charitable contributions and audit hours. Therefore, we could explore whether auditors' negative perceptions of corporate charitable contributions could be varied according to the corporate governance schemes. Second, it would be meaningful to broaden our research topic to an international context. Different results may be obtained under a different information environment or legal status. The residual value of the regression between the LAH, DOV, LNSIZE, LEV, ROA, and LOSS. LNSIZE Natural logarithm of total assets. INVERC Inventory and receivable ratio, calculated by the sum of inventory and receivables divided by total assets. LIQ Quick ratio (short-term solvency ratio), calculated by current assets divided by current liabilities. ROA Return on assets, measured as net income divided by beginning total assets. LOSS Indicator variable for firms reporting losses. FIRST A dummy variable equal to 1 if an audit is a first-year audit, and 0 otherwise. LEV Leverage, measured as liabilities deflated by beginning total assets.
